Concluding remarks : entrepreneurship in low and moderate income communities by Kelly G. Shaver
There is no denying that many areas of the United States have failed to
keep pace with economic expansion occurring in the most productive
regions of the country. These relatively distressed areas can be found in
some of our inner cities and in some of our rural counties. For example, the
2004 American Community Survey of the U.S. Census Bureau shows the 10
highest poverty rates to be found (in decreasing order) in Hidalgo County,
Texas.; Cameron County, Texas.; El Paso County, Texas.; Bronx County,
N.Y.; Detroit, Mich.; El Paso (city), Texas.; Miami, Fla.; Newark, N.J.;
Atlanta, Ga.; and Long Beach, Calif. (Data from Table 7 of the Survey, in
the Income, Earnings and Poverty section; places limited to those with
250,000 or more people.) The objective, and hope, of a conference such as
this one is that the encouragement of entrepreneurial activity will—over
time—promote lasting change that has been exceedingly difficult to achieve
by any other means. 
Like many of the other participants in the conference, I believe that entre-
preneurial activity holds promise for low- and moderate-income (LMI)
communities. Results from micro-loan programs outside the United States
and the success of some tightly knit ethnic enclaves within U.S. cities provide
positive examples. Few of the businesses in these categories are likely to
become the gazelles that ultimately will employ hundreds of workers. On the
other hand, every business that pays even its owner’s salary is a business that
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217has created one new job and, in that regard at least, rightfully can take its
place in the “win” column.
What is here for public policy?
Given the very practical goal of encouraging entrepreneurship in LMI
communities, one’s first expectation might have been that the papers
presented in this conference would be filled with data-based recommenda-
tions for change in public policy. Such an expectation, generally speaking,
would not have been fulfilled. By and large, the contributions were data-
based. But, with the exception of the piece by Bates, most papers would
have difficulty connecting with residents of the target communities. 
To make this point as forcefully as possible, I ask the reader’s indulgence
of some oversimplification of several complex papers. The Jackson, Craig,
and Thomson paper on Small Business Administration (SBA) lending
shows that this form of financial assistance is positively correlated with local
market growth in per capita income and that this relationship is especially
strong in LMI communities. One difficulty with this conclusion is that the
data were based on comparisons taken at the level of metropolitan statisti-
cal area (MSA) counties versus non-MSA counties. The authors specifically
rejected census tracts as too small. A definition of “community” in terms of
a comparison between MSA counties and non-MSA counties may be
convenient for a study of bank lending but cannot reflect the block-by-
block changes from gentrified to impoverished that are found in most of
America’s cities. The paper by Barth, Yago, and Zeidman actually makes
this point well (though unintentionally), as its listing of 280 MSAs shows
that the proportion of LMI communities in each MSA ranges from a high
of 49 percent to a low of 33 percent. In other words, MSAs are hardly pure
measures of level of income. 
As a review of the economic literature on labor markets and poverty, Acs’
paper presents no new data. Even so, one study cited (Acs and Armington,
2004) illustrates the lack of direct connection to the lives of residents in LMI
communities. As Acs notes, “we find that if the high school graduation rate
increased by one standard deviation, from 72 percent to 80 percent, economic
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 growth would increase from 2.1 percent to 2.85 percent.” It is important to
note that the Acs and Armington study compared graduation rates across
labor market areas, rather than change over time in the graduation rate within
LMI communities. Because high school graduation rates are likely to be corre-
lated with many other “empowering” variables—such as presence of both
parents in the home, household income, and other social resources—the fact
that areas with higher high school graduation rates have higher levels of
employment does not necessarily tell us anything about what difference in
employment (much less entrepreneurship) would be produced by raising the
graduation rate in the relatively distressed schools found in so many truly
“low-income” (LI) communities.
Finally, the paper by Audretsch and Lehmann describes an “entrepreneurial
performance hypothesis,” which holds that knowledge-based startups will
show superior performance when located in the vicinity of universities, rather
than somewhere else. Not only was the primary dependent variable in this
work based on the number of initial public offers achieved by the target firms,
but also all of those target firms were in Germany, not the United States. One
legitimately might ask, “What percentage of American firms (knowledge-based
or otherwise) that have gone public were founded originally in LMI commu-
nities?” Moreover, as a variable, “proximity to a university” is useless as a basis
for public policy recommendations. It is no more likely that universities will
choose to build new campuses in the middle of distressed neighborhoods than
it is that city authorities will choose to build public housing projects at the
edges of existing colleges and universities. 
The data qua data
Every academic recognizes that there is value in research, regardless of
whether it contains direct implications for change in public policy. Indeed, I
may be counted among those who would argue against making recommenda-
tions for public policy change toward entrepreneurship in LMI communities
before the phenomenon as a whole is well-understood. So, a next question
might be, “Do these papers together advance our understanding of entrepre-
neurial behavior in distressed communities?” Again, as valuable as each
Concluding Remarks 219
 contribution might be on its own, my sense is that the entire set will be chal-
lenging to use as a coherent whole. There are several related problems.
What is a community? 
I have already commented on the fact that there is no consistent defini-
tion of a “LMI community.” There is good reason to think that it should not
be an MSA. But how should it be defined? By neighborhoods? By particu-
lar street boundaries? By elementary school catchment areas? By electoral
districts at the local level? By voting precincts? More broadly, should a
community be defined from without, by politicians or academics? Or
should it instead be constructed from self-definitions of the people who live
there? After all, turf wars between youth gangs aren’t fought over MSA
boundaries, but rather at the physical edges where one group’s self-
perceived territory overlaps with the self-defined territory of a competing
group. The difficulty of this sort of perceptual definition is that it is not
likely to correspond to any of the jurisdictional boundaries preferred by
agencies of government (whose definitions of “community” appear in most
of the papers).
What is low income?
Of course, there is an official definition of the “poverty threshold” based
on reported income and number of related individuals in the reporting
household. It would be relatively simple to define “low” as some percentage
greater than the threshold and “moderate” as a percentage band above that.
It may be worth noting that none of the papers defined what it meant by
“low” or “moderate,” so there is at least the possibility that the data points
covered in one paper do not correspond entirely to the data points covered
in other papers. Nevertheless, my issues concerning this part of the defini-
tion are not about the numerical values. The first issue concerns the process
by which income data are gathered. Will an LI enclave, as defined by the
Census Bureau, look the same as an LI community defined by the report-
ing requirements of the Community Reinvestment Act? What about a
definition based on information from establishments, as opposed to infor-
mation from households? 
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 The second issue concerns the “underground economy.” To what extent
do the income numbers reported in any of the preceding ways underesti-
mate the contributions of barter or exchange of favors (not to mention cash
exchanges that simply are not reported)? One can imagine making an argu-
ment that the best indication of entrepreneurial activity in a community
might be the extent of the discrepancy between “income” numbers reported
to government agencies and proxies for spending (such as receipts reported
by businesses in the enclave), although these also might be susceptible to
underreporting. Most of the papers in this conference that have used
income data have relied on amounts that (a) must be reported by law, (b)
are difficult to manipulate by the people whose income is being estimated
(for example, the data actually come from banks, not from people), and (c)
are not likely to change as a consequence of having asked the question. But
these conditions are not always the case.
Definitions of entrepreneurship
Return for a moment to the presumption that one of the objectives of the
conference might be to construct policy recommendations that, if imple-
mented, would make a positive difference in the lives of people living in LMI
communities. One presumes that in this context, “entrepreneurship” should
be about people rather than about firms. Yet most of the papers presented at
the conference deal broadly with the expansion of existing firms.
Nobody would argue that the critical entrepreneurial problem in LI
communities is that the existing gazelle firms with several years of growing
revenues are having difficulty attracting the venture capital needed to help
them go public. Indeed, in an LI community, where the residents are strug-
gling to make ends meet, even expansion of existing (mostly mom-and-pop)
businesses might need to be off the table. There is no need to hire additional
workers when demand is, and is expected to continue to be, soft. My argu-
ment is that, in the context of an LI community, “entrepreneurship” should
be about startup, rather than about expansion. Only Bates’ piece identifies
local conditions that might alter the prospects for, and capabilities of, an
individual as well as a small firm. 
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 Now, I’ll indulge in a bit of the shameless self-promotion one expects from
entrepreneurship scholars, as well as from entrepreneurs. If one is going to talk
about the people who are starting businesses, one needs to be talking about
the Panel Study of Entrepreneurial Dynamics (PSED; see the data at the
University of Michigan Institute for Social Research’s Web site). This exten-
sive—some would say daunting—dataset contains at least three years worth
of data gathered from an initial sample of 830 nascent entrepreneurs and 431
members of a comparison group, who were not starting businesses. Of course,
there was attrition, and most people who have analyzed the psychological
characteristics of the respondents have used a reduced dataset totaling 1,216
individuals (complete descriptions of the PSED, its scales and its weighting
techniques can be found in the Handbook of Entrepreneurial Dynamics, edited
by Gartner, Shaver, Carter, and Reynolds, and published by Sage Publishers
in 2004). 
The PSED, originally conceived and supported by the Entrepreneurial
Research Consortium (ERC) and more recently supported by the Kauff-
man Foundation, has two characteristics that make it especially valuable as
a description of entrepreneurial behavior. First, because the data were
collected contemporaneously with the organizing process, the biases intro-
duced by hindsight, faulty recollection, or the experience of success in
business are reduced to negligible proportions. Second, by including a
nationally representative control sample, it is possible to make direct
comparisons between people who are organizing businesses and people who
are not.
True, the nature of the data collection precluded the inclusion of any
“complete” psychological assessment measures, but one has to pick one’s
poison. Many of today’s leaders, in the search for personal characteristics
that might be associated with entrepreneurial success, have voted with their
pens—preferring the abbreviated scales of the PSED to longer instruments
administered to nonrepresentative samples. As a result, some of the canards
formerly associated with the “entrepreneurial personality” are beginning to
lose their hold. For example, people organizing businesses have no greater
desire for financial success than do people who are not organizing busi-
nesses. Nor do the nascent entrepreneurs have a higher locus of control.
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 Nor are they more risk-seeking when presented with standard “gambles”
expressed in business terms.
As good as it is, even the PSED (and its sequel, the PSED II, now entering
the data collection phase and also supported by the Kauffman Foundation)
may not be able to tell us much about how to encourage entrepreneurship
(startup) in low- or moderate-income communities. If this income-based
designation is a proxy for other demographic characteristics, changing the
focus from firms to people may not take us very far. What changing the focus
to people does do is force us to consider some of the numbers that make the
problem so intractable. For example, data from the National Center for
Health Statistics show that for all races, only 17.4 percent of women under
20 who have babies are married. Do we really believe that entrepreneurship is
likely to be the solution for unmarried teenage mothers? Schools in relatively
depressed areas are almost notoriously ineffective, even in producing gradu-
ates, much less in producing graduates who can compete in a global economy.
Do we really believe that entrepreneurship is a solution for school dropouts?
One of the things we have learned from studying highly successful entrepre-
neurial “communities,” such as Silicon Valley, is how critical the social
networks are for supporting new venture creation. Do we really believe that
entrepreneurship is the solution for people whose social networks exist
entirely within a distressed community? 
I share with all of the presenters a belief that entrepreneurial behavior—by
whatever definition—contributes to economic growth. I also share their hope
that entrepreneurship might make a positive difference among people in LMI
communities. But unless we have clear definitions of our fundamental terms,
and unless we consider the people, not just the firms, we are not likely to be
truly engaged in finding the necessary solutions.
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